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SECTION A [50 marks] 
 
QUESTION 1  
 
Select the correct option and colour the block of the corresponding letter of the answer on 
the scanner sheet provided. 
 
Question 1.1  
When production exceeds sales, the net income reported under absorption costing generally will 
be: 
 
A. less than net income reported under variable costing. 
B. greater than net income reported under variable costing. 
C. equal to net income reported under variable costing. 
D. higher or lower because no generalization can be made. (1) 
 
Question 1.2  
Over an extended period of time, the net income figures reported under absorption costing will 
be: 
 
A. greater than those reported under variable costing. 
B. less than those reported under variable costing. 
C. the same as those reported under variable costing. 
D. higher or lower since no generalization can be made. (1) 
 
Question 1.3  
A company using the Just-in-Time (JIT) inventory methods likely would show the same net income 
under both absorption and variable costing because: 
 
A. ending inventory would be valued in the same manner for both methods under JIT. 
B. production is geared to sales under JIT and thus there would be no ending inventory and no 
fixed overhead costs deferred in inventory. 
C. fixed overhead costs are charged to the period incurred rather than to the product produced 
under JIT. 
D. there is no distinction made under JIT between fixed and variable costs. (1) 
 
 
Question 1.4 
During 2016, Jackson (Pty) Ltd. produced 10 000 units of Zippy. Costs incurred by Jackson during 
2016 were as follows: Direct materials, R10 000; Direct labour, R20 000; Variable manufacturing 
overhead, R5 000; Variable selling and general, R3 000; Fixed manufacturing overhead, R9 000; 
Fixed selling and general, R4 000; Total cost, R51 000. Under absorption costing, any unsold 
units of Zippy would be carried in the inventory account at a unit cost of:  
 
A. R5.10.  
B. R4.40.  
C. R3.80.  
D. R3.50 (2) 
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Question 1.5  
Product cost under variable costing includes:  
 
A. Direct materials and direct labour. 
B. direct materials, direct labour and variable manufacturing overheads.  
C. direct materials, direct labour, variable manufacturing overheads, and variable selling and 
administrative expenses. 
D. direct material, variable manufacturing overheads, and variable selling and administrative 
expenses. (1) 
 
Question 1.6  
Westburg (Pty) Ltd manufactures a single product. Assume the following cost information 
for 2016: 
 
Variable costs per unit: Selling and administrative, R14; Production, R38. 
Fixed costs in total: Production, R140 000; Selling and administration, R 84 000. 
 
During 2016, 7 000 units were produced and 6 800 units were sold. Determine the cost of 
one unit if variable costing is used. 
 
A. R38. 
B. R52. 
C. R58. 
D. R70. (2) 
 
Question 1.7 
During 2016, RonCo's income under absorption costing was R2,000 lower than its income 
under variable costing. The company sold 8 000 units during the year and its variable 
costs were R8 per unit, of which R2 was variable selling expense. If production cost was 
R10 per unit under absorption costing, calculate how many units the company produced 
during the year? 
 
A. 7 500 units .  
B. 7 000 units. 
C. 9 000 units. 
D. 8 500 units .           (2) 
 
Question 1.8 
Cost-volume-profit analysis is a technique available to management to better understand the 
interrelationships of several factors that affect a company’s profit. As with many such techniques, 
the accountant oversimplifies the real world by making assumptions. Identify which one of the 
following is not a major assumption underlying CVP analysis? 
 
A. All costs incurred by a company can be separated into their fixed and variable components. 
B. The product selling price per unit is constant at all volume levels.  
C. Operating efficiency and employee productivity are constant at all volume levels.  
D. For multi-product situations, the sales mix can vary at all volume levels.  (1) 
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The following information relates to Question 1.9  and 1.10: 
Below is an income statement for The Thompson Company: 
Sales R400 000 
Variable cost (R125 000) 
Contribution R275 000 
Fixed cost (R200 000) 
Profit before taxes R75 000 
   
Question 1.9 
Based on the cost and revenue structure on the income statement, determine Thompson’s 
break-even point in Rands?  
 
A. R137 500. 
B. R200 000. 
C. R290 909. 
D. R325 000.          (2) 
 
Question 1.10 
Determine Thompson’s degree of operating leverage 
 
A. 0.19. 
B. 0.27. 
C. 3.67. 
D. 5.33.          (2) 
 
Question 1.11 
A building contractor has carried out a survey with a cost of R5 000 so that he can put in 
a bid to build a new factory. He has paid R3 000 so far. Identify which survey costs are 
relevant to his bid? 
 
A. R2 000 still to pay.  
B. R5 000 total survey cost.  
C. None.  
D. R3 000 already paid.         (1) 
 
Question 1.12 
To complete an order for making curtains, Rosa will need to employ three seamstresses 
for two days at a cost of R30 per day. It will take five hours of her time to train them, which 
she costs out at R10 per hour. She received R500 and have to buy materials of R220. If 
she accepts this order, she will have to turn down another order, which would have 
generated a contribution of R80. Calculate how much contribution will she make? 
 
A. R100.  
B. R20.  
C. R0. 
D. R50.           (2) 
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Question 1.13 
Identify which one of the following cost are not classified as relevant costs? 
 
A. Incremental and sunk costs. 
B. Sunk and committed costs. 
C. Committed and incremental costs. 
D. Opportunity and committed costs. (1) 
 
Question 1.14 
A supermarket is considering running a promotion on one of its washing powder brands. 
By doing this, it will not be able to run a campaign on its shampoo brands, which would 
have generated a contribution of R50,000. Identify the type of cost that the R50 000 is? 
 
A. Marginal cost 
B. Direct cost 
C. Activity cost  
D. Opportunity cost (1) 
 
 
Question 1.15 
When a production budget is being prepared the quantity that needs to be produced is 
calculated by the following equation: 
 
A. Opening stock less quantity sold plus closing stock 
B. Opening stock plus quantity sold plus closing stock 
C. Quantity sold plus closing stock less opening stock  
D. Opening stock less quantity sold (1) 
 
Question 1.16 
The master budget will comprise: 
 
A. The cash budget 
B. All the production, selling and cost budgets for the organisation 
C. The cash budget, the budgeted profit and loss account and the budgeted balance 
sheet  
D. The budgeted profit and loss account and the budgeted balance sheet (1) 
 
 
Question 1.17 
The standard cost of a product is defined as: 
 
A. The unit cost of products incurred at the start of a particular period 
B. The average unit cost of products produced during a particular period 
C. The planned unit cost of products produced during a particular period  
D. The average unit cost of products produced in the previous period (1) 
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Question 1.18 
In its first month of operations, Multiplex Corporation purchased 40,000 kgs of material for 
R3.40 per kg. The company used 38,000 kg of the material to produce 18,000 units of its 
only product. Multiplex uses a standard cost system and its standard quantity and price 
per unit are 2 kg at R3.50 per kg. Calculate what the material price variance for the month 
was? 
 
A. R2 000 Favourable 
B. R2 000 Unfavourable 
C. R4 000 Favourable  
D. R4 000 Unfavourable (2) 
 
Question 1.19 
BSR (Pty) Ltd applies manufacturing overhead to units of product on the basis of direct 
labour hours. The company is preparing a budget for next year and the following data 
are available: 
At capacity 
Direct labour hours 60 000 hours 
Machine hours 20 000 hours 
Fixed manufacturing overheads R240 000 
 
BSR (Pty) Ltd’s normal capacity is 80%. The predetermined overhead rate for the year, 
based on direct labour hours is:  
 
A. R3.20 
B. R4.00 
C. R5.00 
D. R15 (2) 
 
The following information relates to Question 1.20 to 1.22: 
At the end of the year, a company's Manufacturing Overhead account showed the 
following data: 
 
Manufacturing Overhead 
Actual overheads R82 140 Applied overheads R78 260 
 
The company applies overheads using machine hours. The budgeted machine hours for 
the year were 40 000 hours and 36 400 machine hours were utilised for the year's 
production.  
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Question 1.20 
The company’s predetermined overhead rate per machine hour was: 
A. R2.15 
B. R1.96 
C. R2.26 
D. R2.05 (2) 
 
Question 1.21 
Identify which one of the following statements is true about the company’s overheads: 
A. Overheads were under applied by R3 880 
B. Overheads were over applied by R3 880 
C. Given budgeted fixed manufacturing overhead costs of R86 000, overheads would be 
under applied by R 7 740 
D. None of the statements are true (2) 
 
Question 1.22 
Identify which one of the following statements is true about the company: 
A. The company’s production process is likely manual 
B. The company’s production process is likely automated 
C. The company uses activity-based costing to apply its overhead costs 
D. The company used the variable costing system (1) 
 
Question 1.23 
Giyani Ltd has just implemented a new policy to incentivise their employees by offering 
them a commission based on the number of units sold. The total amount paid to 
employees amounted to R1 100 000 when 80 000 units were sold and R1 140 000 when 
120 000 units were sold. The fixed portion of salaries is calculated as: 
  
A. R1 040 000 
B. R1 020 000 
C. R1 120 000 
D. R1 100 000            (2)                                                                                                   
 
Question 1.24 
Abdul Ltd uses a traditional approach or functional format for their profit and loss 
statement. The gross profit mark-up is 25% and the total revenue amounted to R500 000. 
The gross profit figure for the year is calculated as: 
 
A. R125 000 
B. R100 000 
C. R150 000 
D. R120 000                   (2)  
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Question 1.25 
Identify which of the following characteristics does NOT pertain to management 
accounting? 
 
A. provides information and estimates about future activity  
B. generates specific-purpose financial statements and reports 
C. provides financial and operating data multidisciplinary in scope 
D. has externally imposed standards             (1)  
 
 
Question 1.26 
The following extract has been taken from the books of Colour Coating (Pty) Limited, a 
company that paints components: 
 
 Budgeted electricity cost for the year                         R520 000 
 Cost driver for electricity (on ABC basis)                   Number of coats of paint 
 
Production data Annual production and demand 
Coats of paint per 
component 
Component A 5 400  units 7 
Component B 4 360  units 6 
Component C 3 600  units 5 
 
The budgeted activity rate at which electricity should be charged to the components is 
calculated as: 
 
A. R5.35 
B. R28.88 
C. R38.92 
D. R6.34  (2) 
 
Question 1.27 
In October, BSR (Pty) Ltd’s direct labour costs were 60% of conversion cost. If the 
manufacturing overhead cost for the month was R36 000 and the direct materials cost 
was R22 000, the direct labour cost is calculated as: 
 
A. R33 000 
B. R14 667 
C. R24 000 
D. R54 000  (2) 
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Question 1.28 
The following costs were incurred in October 2017:  
 
Direct materials   R29 000  
Direct labour    R24 000  
Manufacturing overhead  R14 000  
Selling expenses   R18 000  
Administrative expenses  R18 000  
 
Calculate the prime costs for the month: 
 
A. R53 000 
B. R67 000 
C. R38 000 
D. R103 000  (2) 
 
Question 1.29 
Identify which one of the following costs should NOT be considered an indirect cost at a 
fast food outlet? 
 
A. the wages of the employee who cleans the kitchen. 
B. the cost of heating and lighting the kitchen. 
C. the salary of the outlet's manager.  
D. the cost of the hamburger patty in the burger they ordered. (1) 
 
Question 1.30 
Lenco has fixed costs of R400 000. Total mixed costs are R525 000 when 50 000 units 
are produced. Calculate the variable cost per unit.  
 
A. R10.5 
B. R8 
C. R2.5 
D. R18.8  (2) 
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The following information relates to Question 1.31 and 1.32:  
 
Biashara (Pty) Ltd has two categories of overhead: maintenance and inspection. Costs 
expected for these categories for the coming year are as follows: 
 
Maintenance R120 000 
Inspection R200 000 
 
The plant currently applies overhead using direct labour hours and has expected capacity 
of 80 000 direct labour hours. The following data has been gathered for use in developing 
a bid for a tender: 
 
Direct materials R1 500 
Direct labour R5 000 
Machine hours 400 
Number of inspections 6 
Direct labour hours 750 
 
Total expected machine hours for all jobs during the year are 40 000 and the total expected 
number of inspections is 2 500. 
 
Question 1.31 
Using direct labour hours to assign overhead cost, determine the total product cost of 
the tender. 
 
A. R9 500. 
B. R6 000. 
C. R3 000. 
D. R1 600. (2) 
 
Question 1.32 
Using activity-based costing and the appropriate cost drivers, calculate the total cost of 
the tender. 
 
A. R9 230. 
B. R8 180. 
C. R2 250. 
D. R1 680. (2) 
 
 
End of Section A 
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SECTION B               [50 marks] 
 
QUESTION 2          (5 marks) 
 
Below are support departments typically found in manufacturing and non-manufacturing 
organisations: 
 
2.1 Cafeteria 
2.2 Human Resources 
2.3 Maintenance 
2.4 Purchasing 
2.5 Accounting 
 
 
REQUIRED: 
2 For each of the support departments, recommend potential bases 
that could be used to allocate costs to the producing departments. 
 
(5) 
 
 
QUESTION 3          (10 marks) 
 
Management accounting is defined as “the process of identification, measurement, 
accumulation, analysis, preparation, interpretation and communication of information used 
by management to plan, evaluate and control within an entity and to assure appropriate 
use of and accountability for its resources.” (CIMA Official terminology). 
 
REQUIRED: 
3.1 Tabulate five (5) differences between management accounting and 
financial accounting. 
 
(10) 
 
QUESTION 4 (10 marks) 
 
Four4 (Pty) Ltd is a small carwash established by a young entrepreneur, Sbu Siso. The 
carwash specialises in cleaning the interior and exterior of minibus taxis that operate from 
the Bree and Noord taxi ranks in Johannesburg. Attendants go to the taxi ranks and wash 
the taxis manually while the taxis wait in line to load passengers. Four4 specialises in 
cleaning two types of taxis; the Siyaya and Sesfikile. The Sesfikile taxi is bigger in size 
than the Siyaya and takes longer to clean.  
 
Four4’s fixed costs relating to the cleaning of the taxis for the year is made up of salaries 
paid to the attendants and storage space are R300 000. These fixed costs are to be 
allocated to the cost of cleaning the taxis based on the time spent cleaning each taxi. 
Other fixed costs relating to the operations of the business are not to be allocated to the 
cleaning costs.  
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The following information is made available:  
 
 Siyaya Sesfikile 
Time to clean one taxi 1 hour 1.2 hours 
Taxis expected to be cleaned per month 400 500 
Price charged for cleaning each taxi R50 R60 
 
Sbu Siso believes that for his company to be successful he needs to employ a 
management accountant.  
 
REQUIRED: 
4.1 List any two management accounting functions and briefly discuss how 
they can be beneficial to small businesses such as Four4 (Pty) Ltd.  
 
(4) 
 
4.2 Calculate the amount of fixed overheads that should be included in the 
cost of cleaning each taxi-type.   
 
(6) 
 
 
QUESTION 5        (15 marks) 
 
Plug-in Limited is a chain store group where food is prepared and sold. The once-profitable 
Akasia branch in Pretoria has for the past six months recorded losses. The Board of 
Directors has request that you advise them at the next board meeting whether or not the 
branch should be closed down. 
 
The following information is presented to you: 
 
Income statement of Akasia Branch for the month 
Ended 30 June 2017 
Sales  60 000 
Less: Cost of Sales  (88 000) 
Direct labour 22 000  
Direct material 16 000  
Overheads:   
- Fixed 6 000  
- Variable 4 000  
Administration costs:   
- Fixed 8 000  
- Variable 2 000  
Head office cost – apportioned per branch 30 000  
Net loss  (28 000) 
 
REQUIRED: 
5.1 Recommend to the board of directors of Plug-in Limited whether or not 
the branch should be closed down. Give quantifiable as well as non-
quantifiable reasons. 
(15) 
 
 
13 
 
QUESTION 6 (10 marks) 
 
QED Chemicals produces and sells garden fertiliser to retail and private customers. 
 
Budgeted sales are as follows: 
 
Month Units 
July 18 000 
August 22 000 
September 24 000 
October 20 000 
November  21 000 
 
 
The company aims:  
 To carry finished goods inventory equal to 50% of the following month’s sales at the 
end of each month 
 To maintain raw material inventory at the end of each month equal to 20% of the next 
month’s production requirement 
Inventories at 30 June are expected to be: 
Finished goods 9 000 units 
Material A001 8 000kg 
Material B001 12 000kg 
 
Standard product details and forecast prices for the next 3 months are as follows: 
Material A001 R4 per kg 
Material B001 R6 per kg 
 
REQUIRED: 
6.1 Prepare the following budgets for each month and in total for the third 
quarter of the year: 
 
 6.1.1 Production in units; and 
6.1.2 Purchases for material B001 in kilograms and in Rands. 
(4) 
(6) 
   
 
End of Section B 
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SECTION C [50 marks] 
 
QUESTION 7 (25 marks) 
 
Dixie Limited manufactures men’s clothing and uses a standard costing system. You are 
given the following information of the trousers’ department. 
 
The standard cost for a pair of trousers are as follows: 
 
Material 2 metres at R3.75 R7.50 
Direct labour 0.5 hours at R1.25 R0.63 
Fixed and variable 
overheads 
0.5 hours at R1 R0.50 
  R8.63 
 
Purchases of material are recorded at standard cost, any price variance is written off at 
the time of the purchase.  
Overhead is applied on the basis of direct labour hours, and, in the trousers department, 
has been budgeted on a normal annual capacity of 4 800 pairs. At that level, overhead is 
25% fixed and 75% variable. 
 
The following information is given in respect of production of trousers in January 2017.  
 
1. Two orders were received as follows: 
 
Order Number of 
pairs 
Material used Labour hours 
in January 
1 3 240 7 990 2 220 
2 1 440 3 650 1 000 
 
2. Purchases of material during the month amounted to 12 000 metres, at a total 
cost of R34 700. 
3. The direct labour payroll for the month amounted to R3 950 
4. Fixed and variable overhead incurred on the month was R2 900 
 
REQUIRED: 
7.1  Calculate the amount of the following items 
 
 
 7.1.1 Material price variance for January; (3) 
 7.1.2 Material usage variance for Order 1 ONLY; (3) 
 7.1.3 Labour rate and efficiency variance for each of the two orders; and  (9) 
 7.1.4 Variable overhead efficiency variance for January. (3) 
 
7.2 Differentiate between Ideal and Practical standards. (4) 
7.3 List three (3) potential problems of standard costing. (3) 
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QUESTION 8 (25 marks) 
 
FG specialises in the manufacture of tablets, laptops and desktop PCs. FG currently 
operates a standard absorption costing system. Budgeted information for next year is 
given below:  
Products  Tablets  Laptops  Desktop 
PCs  
Total  
 R ‘000 R’000 R’000 R’000 
Sales revenue  3 640  12 480  9 880  26 000  
Direct material  800  2 800  2 200  5 800  
Direct labour  300  1 200  800  2 300  
Fixed production overheads  1 456  4 992  3 952  10 400  
Gross profit  1 084  3 488  2 928  7 500  
 
Fixed production overheads are currently absorbed based on a percentage of sales 
revenue.  
FG is considering changing to an activity based costing system. The main activities and 
their associated cost drivers and overhead cost have been identified as follows: 
Activity  Cost Driver  Production 
overhead cost  
R’000 
Manufacturing scheduling  Number of orders  162  
Parts handling  Number of parts  2 464  
Assembly  Assembly time  4 472  
Software installation & 
testing  
Number of software applications  2 000  
Packaging  Number of units  1 302  
  10 400 
 
Further details have also been ascertained as follows: 
 Tablets Laptops Desktop 
PCs 
Budgeted production for next year (units)  10 000  12 000  6 000  
Average number of units per order  10  6  4  
Number of parts per unit  20  35  25  
Assembly time per unit (minutes)  20  40  30  
Number of software applications per unit  2  3  4 
 
(Scenario: CIMA P1- Performance Operations) 
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REQUIRED: 
8.1 Calculate the amount of fixed manufacturing overheads that will be 
applied to each product-type using the proposed activity based costing 
system.  
 
 
(12) 
8.2 Calculate the total gross profit for each product using the proposed 
activity based costing system. 
 
(4) 
8.3 Discuss the differences between the gross profit figures calculated in 
8.2 above compared with those calculated under the current 
absorption costing system.  
 
(5) 
8.4 Explain how the information obtained from the activity based costing 
system could be used for cost management purposes.  
(4) 
 
 
End of Section C 
 
